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Abstract. On December 30, 2005, the Office of the U.S. Trade Representative (USTR) announced that the 
United States will implement the Dominican Republic-Central American Free Trade Agreement (DR-CAFTA) 
”on a rolling basis as countries make sufficient progress” in completing their commitments under the agreement. 
Steps include each country’s adoption of relevant new laws and regulations necessary to put DR-CAFTA into 
effect, and the completion of a final review of implementation details with the United States. To date, USTR has 
confirmed the completion of these steps for four countries. Accordingly, President Bush issued proclamations to 
implement U.S. commitments under DR-CAFTA with respect to El Salvador, effective March 1, 2006; Honduras 
and Nicaragua, effective April 1, 2006; and Guatemala, effective July 1, 2006. Observers expect the Dominican 
Republic to be added to this list later this year, and Costa Rica likely early in 2007 if its legislature approves 
the agreement. On July 10, 2006, the U.S. Department of Agriculture (USDA) issued a report examining the 
economic feasibility of converting sugarcane, sugar beets, raw cane sugar and refined sugar into ethanol. The 
study concluded that while such conversion would be profitable with current high demand for ethanol and record 
ethanol prices, it would be unprofitable when compared to ethanol prices projected for mid-2007. This report 
reflects a USDA commitment made during last summer’s DR-CAFTA debate to study alternatives for sugar 
imported under this and other free trade agreements that could add to U.S. sugar supplies and depress domestic 
sugar prices. 
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Agriculture in the U.S. -Dominican Republic- 
Central American Free Trade Agreement (DR-CAFTA) 

Summary 

On August 2, 2005, President Bush signed into law the bill to implement the 
Dominican Republic-Central American Free Trade Agreement, or DR-CAFTA (P.L. 
109-53, H.R. 3045). Drawing much attention during congressional debate were the 
agreement’s sugar provisions to allow additional sugar from the region to enter the 
U.S. market. To assuage concerns expressed by some Members, the Administration 
pledged prior to Senate passage to take steps to ensure that all sugar imports, 
including those under DR-CAFTA, do not exceed a “trigger” that could undermine 
the U.S. Department of Agriculture’s ability to manage the domestic sugar program. 
Sugar producers and processors responded that USDA’s pledge did not address their 
long-term concerns, and continued last-minute efforts to defeat the agreement. 

In DR-CAFTA, the United States and six countries will completely phase out 
tariffs and quotas — the primary means of border protection — on all but four 
agricultural commodities traded between them in stages up to 20 years. The four 
exempted products are as follows: for the United States, sugar; for Costa Rica, fresh 
onions and fresh potatoes; and for the four other Central American countries, white 
com. The Dominican Republic, El Salvador, Guatemala, Honduras, and Nicaragua 
have approved the agreement; Costa Rica’s legislature is currently considering it. As 
it takes effect on a rolling basis, the U.S. agricultural sector will over time gain free 
access to the six highly protected markets on a reciprocal basis, matching these 
countries’ current duty-free entry for nearly all their agricultural exports to the United 
States. Other provisions establish safeguards for specified agricultural products to 
protect U.S. and the region’s producers from sudden import surges; prohibit the use 
of export subsidies between partners; and establish a mechanism to address sanitary 
and phytosanitary barriers to agricultural trade. 

DR-CAFTA’ s provisions, once fully implemented, are expected to result in 
trade gains, though small, for the U.S. agricultural sector. The U.S. International 
Trade Commission (ITC) estimates that $328 million in additional exports (primarily 
grains, meat products, and processed food products) would be offset by a $52 million 
increase in imports (largely reflecting additional access granted for sugar and beef 
from the six countries). Of the $2.7 billion increase in total U.S. exports that the ITC 
projects under DR-CAFTA, 12% would be attributable to the U.S. agricultural sector. 

Most U.S. commodity groups, agribusiness and food manufacturing firms, and 
the American Farm Bureau Federation (a general farm organization) supported DR- 
CAFTA, expecting to benefit from the guaranteed increased access to these six 
markets . Cotton producers announced their support only after one maj or textile trade 
association came out in favor of it. The U.S. sugar industry strongly opposed the 
additional access for sugar imports from these countries, fearing its economic impact 
on domestic producers and processors. Two cattlemen trade organizations held 
differing positions on the agreement’s beef provisions. The National Farmers Union 
(a general farm organization) opposed DR-CAFTA. Congress is expected to monitor 
developments on DR-CAFTA implementation during the second session of the 109 th 
Congress. This report will be updated. 
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Most Recent Developments 

On December 30, 2005, the Office of the U.S. Trade Representative (USTR) 
announced that the United States will implement the Dominican Republic-Central 
American Free Trade Agreement (DR-CAFTA) “on a rolling basis as countries make 
sufficient progress” in completing their commitments under the agreement. Steps 
include each country’s adoption of relevant new laws and regulations necessary to 
put DR-CAFTA into effect, and the completion of a final review of implementation 
details with the United States. To date, USTR has confirmed the completion of these 
steps for four countries. Accordingly, President Bush issued proclamations to 
implement U.S. commitments under DR-CAFTA with respect to El Salvador, 
effective March 1, 2006; Honduras and Nicaragua, effective April 1, 2006; and 
Guatemala, effective July 1, 2006. Observers expect the Dominican Republic to be 
added to this list later this year, and Costa Rica likely early in 2007 if its legislature 
approves the agreement. 

On July 10, 2006, the U.S. Department of Agriculture (USDA) issued a report 
examining the economic feasibility of converting sugarcane, sugar beets, raw cane 
sugar and refined sugar into ethanol. The study concluded that while such conversion 
would be profitable with current high demand for ethanol and record ethanol prices, 
it would be unprofitable when compared to ethanol prices projected for mid-2007. 
This report reflects a USDA commitment made during last summer’s DR-CAFTA 
debate to study alternatives for sugar imported under this and other free trade 
agreements that could add to U.S. sugar supplies and depress domestic sugar prices. 



U.S. Agricultural Trade with DR-CAFTA Countries 

Exports. U.S. agricultural exports in 2004 to the six countries covered by the 
DR-CAFTA (Costa Rica, the Dominican Republic, El Salvador, Guatemala, 
Honduras, and Nicaragua) totaled $1.7 billion, and represented almost 3% of U.S. 
worldwide sales (see Table 1). These countries combined represented the seventh- 
largest export market for U.S. agricultural products after Canada, Japan, Mexico, 
China, South Korea, and Taiwan. Leading exports were corn, wheat, rice, soybean 
meal, and tobacco. The Dominican Republic was the largest market — with $462 
million in sales that accounted for 27% of all agricultural exports to the region, 
followed by Guatemala ($383 million with a 23% share). U.S. farm exports 
accounted for 11% of total U.S. merchandise exports to the six countries, and have 
increased 56% in value terms since 1995. 
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Imports. Agricultural imports from these six countries equaled almost $2.5 
billion, or nearly 5% of all U.S. farm and food imports (see Table 1 ). These 
countries combined ranked as the fourth-largest source of U.S. agricultural imports 
in 2004. U.S. purchases of bananas, raw coffee, other fresh fruit, raw cane sugar, and 
fresh and frozen vegetables led the list. Costa Rica was the largest supplier of food 
products — shipping $899 million, or 37% of all agricultural imports from the 
region, followed by Guatemala ($784 million, or 32%). U.S. farm imports accounted 
for 14% of total U.S. merchandise imports from the six countries, and have grown 
by 23% in dollar terms over the last decade. 

Table 1. U.S. Agricultural Trade with 
Countries Covered by the DR-CAFTA, 2004 



Country/ 

Region 


U.S. 

Agricultural 

Exports 


Share of U.S. 
Ag Exports 
To Region 


U.S. 

Agricultural 

Imports 


Share of U.S. 
Ag Imports 
From Region 




million $ 


percent 


million $ 


percent 


Costa Rica 


282 


16.6 


899 


36.5 


Dominican 

Republic 


462 


27.1 


260 


10.6 


El Salvador 


245 


14.4 


101 


4.1 


Guatemala 


383 


22.5 


784 


31.8 


Honduras 


220 


12.9 


263 


10.7 


Nicaragua 


113 


6.6 


158 


6.4 


Total 


$1,705 


100.0 


$2,466 


100.0 


DR-CAFTA 
Share To / 
From World 


2.8% a 




4.6% b 





Source: U.S. Department of Agriculture (USDA), Foreign Agricultural Service. 



Notes: Exports refer to domestic exports. Imports refer to imports for U.S. consumption only. 

a. Of U.S. agricultural exports of almost $61.4 billion to the world. 

b. Of U.S. agricultural imports of $54.0 billion from the world. 



Trade Balance. The United States in 2004 recorded an agricultural trade 
deficit of $761 million with the six countries covered by the DR-CAFTA. However, 
if shipments of bananas and coffee — two tropical products produced in very small 
amounts domestically — are excluded from U.S. imports from this region, bilateral 
trade with these countries would have resulted in an agricultural trade surplus of 
$394 million in 2004. 

Entries under two unilateral U.S. trade preference programs (the Caribbean 
Basin Initiative and the Generalized System of Preferences) accounted for almost 
47% of U.S. agricultural imports from the six countries in 2004 — meaning they 
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entered duty free. Practically all other agricultural imports (primarily tropical 
products such as bananas and raw coffee) entered at MFN zero duty rates. 1 Though 
imports of certain commodities (sugar, beef, dairy products, peanuts, tobacco, among 
others) that the United States protects using tariff-rate quotas (TRQs) generally 
entered duty-free, amounts allowed to enter were limited by quotas. 2 



Barriers to Agricultural Trade Used by 
Central America, the Dominican Republic, 
and the United States 

The United States and the six countries primarily use tariffs and TRQs to protect 
their agricultural sectors. The five Central American countries and the Dominican 
Republic committed under the multilateral Uruguay Round Agreement on 
Agriculture (URAA) to bind their average tariffs on agricultural imports at relatively 
high levels (ranging from Honduras’s 35% to Nicaragua’s 73%), compared to the 
U.S. commitment to bind its average rate at 12%. 3 However, in practice, the six 
countries generally have imposed much lower average tariffs on agricultural imports 
(with applied tariffs ranging from 6.7% in Nicaragua to 23.3% in the Dominican 
Republic), and at times have allowed larger amounts of commodities than spelled out 
in their TRQ minimum commitments to enter duty free or at a lower duty. 4 The 
average U.S. applied tariff on imports from these six countries is very low (0.2%) 
when U.S. trade preference benefits are taken into account (see Table 2). These 



1 The United States grants eligible developing countries unilateral preferential tariff 
treatment under these two and other programs, meaning imports are eligible for lower than 
MFN (most favored nation) rates (in practice, zero or very low duty). Such treatment gives 
their products a competitive advantage in the U.S. market. The trade preference programs’ 
and MFN shares are derived from the U.S. International Trade Commission’s “Interactive 
Tariff and Trade Dataweb.” 

2 A TRQ combines two policy instruments that nations use to restrict imports: quotas and 
tariffs. In a TRQ, the quota component works together with a specified tariff level to 
provide the desired degree of import protection. Imports entering under the quota portion 
of a TRQ are usually subject to a lower, or sometimes a zero, tariff rate. This “in-quota” 
amount represents the minimum that a country has committed to allow to enter under 
multilateral or other trade agreements. Imports above the quota’s quantitative threshold 
(referred to as above -quota) face a much higher (usually prohibitive) tariff. 

3 The global average bound tariff on agricultural imports is 62% (U.S. Department of 
Agriculture (USDA), Economic Research Service, Profiles of Tariffs in Global Agricultural 
Markets, January 2001, p. 1 1). A “bound” tariff rate represents the maximum that a country 
agrees to impose on the value of imports of a particular product, and is based on the 
outcome of negotiations under the last multilateral negotiations (the Uruguay Round). 
These bound rates are incorporated as an integral component of a country’s schedule of 
concessions or commitments to other World Trade Organization members. However, for 
various reasons, a country may decide to impose a lower, or “applied,” tariff rate. 

4 For example, for 2005, Guatemala increased the TRQ on yellow corn imports to 600,000 
metric tons (MT). Imports within the TRQ are subject to a 5% tariff; imports above the 
quota amount face a 35% tariff ( F. O. Licht’s World Grain Markets Report, January 12, 
2005, p. 11). Under its WTO commitments, Guatemala agreed to a minimum corn TRQ of 
88,670 MT, but has raised this several times. 
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applied tariff averages, though, understate the higher level of border protection the 
United States and the six countries provide their most sensitive agricultural products 
through the use of quotas and other restrictive measures. 

Table 2. Average Tariffs and 
Tariff-Rate Quotas on Agricultural Imports: 

United States and the DR-CAFTA Countries 





WTO 

Bound 

Rate 3 


Applied 

Tariff 

Rate 


Tariff-Rate Quotas 


percent 


United States 


12.0 


12.0 b 


dairy products, sugar, sugar-containing 
products, peanuts, tobacco, cotton, beef 


Costa Rica 


48.0 


14.6 


pork, poultry, dairy products, beef, rice, 
corn, beans, sugar, tobacco 


Dominican 

Republic 


40.0 


23.3 


chicken meat, onions, garlic, powdered 
milk, dry beans, corn, rice, sugar 


El Salvador 


43.2 


10.3 


beef, dairy products, yellow corn, 
vegetable oils, sugar, tobacco 


Guatemala 


58.3 


9.9 


apples, yellow corn, rice, wheat or meslin 
flour 


Honduras 


35.0 


11.1 


None — uses a price band for grains and a 
commodity absorption arrangement 


Nicaragua 


73.4 


6.7 


corn, rough & milled rice, sorghum, 
vegetable oil, beans, beef, poultry, dairy 
products, sugar 



Source: U.S. Trade Representative (USTR) and U.S. International Trade Commission (ITC) for 
bound and applied rates; World Trade Organization (WTO) for commodities subject to TRQs. 



Note: Reflects level of protection before DR-CAFTA was negotiated. 

a. 2001 for United States, 2000 for the Central American countries and the Dominican Republic. 

b. The U.S. applied tariff on agricultural imports from the five Central American countries and the 

Dominican Republic is much lower — 0.02%, reflecting duty-free treatment of imports that 
entered under two trade preference programs and the commodity/product composition of 
imports. 



Once DR-CAFTA takes effect, almost all tariffs and quotas on agricultural 
products imported by the six countries from the United States, and by the United 
States from these countries, will be phased out completely (see below for details). 
Each country’s agricultural imports from the rest of the world, though, will continue 
to be subject to the tariff levels and quotas negotiated under the URAA or under 
separate bilateral FTAs each has entered into with other trading partners. 
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Negotiating Objectives for Agriculture 

U.S. objectives in negotiating DR-CAFTA’s agricultural provisions were to (1) 
eliminate Central American and Dominican Republic tariffs, quotas, and non-tariff 
barriers to trade, (2) provide adequate transition periods and relief mechanisms for 
the U.S. agricultural sector to adjust to increased imports of sensitive products from 
the region, (3) eliminate any unjustified sanitary andphytosanitary (SPS) restrictions 
imposed by the six countries and seek their affirmation of their World Trade 
Organization (WTO) commitments on SPS measures, and (4) develop a mechanism 
with its FTA partners to support the U.S. objective to eliminate all agricultural export 
subsidies in the WTO and Free Trade Area of the Americas (FTAA) negotiations. 5 
The U.S. position called for no product or sectoral exclusions from the final 
agreement. U.S. officials also repeatedly made clear that the issue of U.S. farm 
support or subsidies, which the Central American countries sought to place on the 
negotiating table, should only be addressed in WTO multilateral negotiations. 

Almost all of the agricultural exports to the United States from the FTA partner 
countries already enter duty free under trade preference programs or at MFN zero 
rates. Consequently, the six countries were most interested in securing unrestricted 
market access for those commodities now subject to U.S. TRQs: sugar and certain 
sugar-containing products, beef, dairy products, peanuts, tobacco, and cotton. 
However, Central American and Dominican Republic negotiators expressed fears 
that opening up their markets to U.S. corn and rice would undermine the region’s 
small subsistence farmers unable to compete against subsidies that U.S. producers 
receive under current farm programs. Though these countries had pressed to include 
the subsidy issue on the negotiating agenda, they eventually did accept the U.S. 
position that this issue should be addressed multilaterally in the WTO context. 



5 The WTO Doha Development Agenda (DDA) Round’s objectives for agriculture are to 
substantially improve market access for agricultural products, reduce and phase out export 
subsidies, and substantially reduce trade-distorting domestic support. For more information, 
see CRS Report RL33144, WTO Doha Round: Agricultural Negotiating Proposals, by 
Charles Hanrahan and Randy Schnepf. For an explanation of agricultural trade 
liberalization in the last multilateral agreement, see CRS Report RL32916, Agriculture in 
the WTO: Policy Commitments Made Under the Agreement on Agriculture, by Randy 
Schnepf. The FTAA’s stated objectives are to reduce and eliminate barriers to trade in 
goods (including agricultural commodities and food products) and services, facilitate cross- 
border investment, among others, to allow 34 countries of the Western Hemisphere 
(excluding Cuba) to trade and invest with each other under the same rules. Participating 
countries initiated formal talks in 1998 with a target of creating a hemispheric free trade area 
by January 2005, which was not met. Many observers do not expect the FTAA process to 
proceed further, until substantial progress occurs in the DDA Round negotiations. For 
additional background, see CRS Report RL30935, Agricultural Trade in the Free Trade 
Area of the Americas, by Remy Jurenas, and CRS Report RS20864, A Free Trade Area of 
the Americas: Major Policy Issues and Status of Negotiations, by J.F. Hornbeck. 
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DR-CAFTA’s Main Agricultural Provisions 

In the agreement, the United States and the six countries agreed to completely 
phase out tariffs and quotas — the primary means of border protection — on all but 
four agricultural commodities and food products in seven stages either immediately 
or over 5, 10, 12, 15, 18, or 20 years. The four most sensitive commodities — fresh 
potatoes and fresh onions imported by Costa Rica, white corn imported by the other 
four Central American countries, and sugar entering the U.S. market — will be 
treated uniquely. After a specified period, the size of the quotas established for these 
four commodities will increase about 2% each year in perpetuity. In other words, 
a cap limiting imports will always be in place. The tariff on entries above the quota 
level (frequently referred to as the over-quota tariff) will not decline at all, but stay 
at current high levels to keep out above-quota imports, in order to protect producers 
of the four commodities. 

For all other sensitive products that fall into any of the over- 10-year transition 
periods, negotiators on all sides agreed to provide some measure of protection. 
While details vary by commodity and food product, these will take the form of tariff- 
rate quotas effective only during the transition to free trade, long tariff and quota 
phase-out periods, nonlinear tariff reductions, and the use of an import safeguard 
mechanism. Nonlinear refers to a practice known as “backloading,” where most of 
the decline in a tariff occurs in the last few years of the transition period. Safeguards 
will serve to protect agricultural producers from sudden surges in imports, triggered 
when quantities increase above specified levels. When triggered, an additional duty 
— temporary in duration — is applied to provide protection, according to detailed 
terms found in annexed schedules. Each country negotiated its own list of 
agricultural products eligible for safeguard protection. A country’s right to use 
safeguards will expire at the end of the transition period. 

All countries commit under DR-CAFTA not to introduce or maintain 
agricultural export subsidies to sell commodities or food products to each other. 
Such subsidies, though, are allowed to counter the trade-distorting effects of exports 
subsidized by third countries if an exporting country and an importing country fail 
to agree on counter measures. 

Rules of origin specify what is required for a product to be considered to have 
been produced or processed in a country that is a party to a trade agreement. They 
are used to determine whether a product benefits from an FTA’s preferential terms 
(e.g., duty-free and/or additional quota access). 

The agreement commits all countries to apply the science-based disciplines of 
the WTO Agreement on Sanitary and Phytosanitary (SPS) Measures to facilitate 
trade. 6 Should disagreements arise, a working group will serve as a forum for 



6 This multilateral agreement includes understandings or disciplines on how countries will 
establish and use measures to protect “human, animal or plant life or health,” taking into 
account their direct or indirect impact on trade in agricultural products. It requires countries 
to base their SPS standards on science, and encourages countries to use standards set by 
international organizations to guide their actions. The agreement seeks to ensure that 

(continued...) 




